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I. APPLICABILITY. The inflation indices and factors published

in this report are applicable to the adjustment of historical
costs for the procurement of Army aircraft. These costs are
currently funded by the Aircraft Procurement, Army and Other

Procurement Army appropriations.




II. AN OVERVIEW OF THE HISTORICAL INFLATION PROGRAM.

A. History.

The Historical Inflation Program for Army aircraft
procurement was developed using a sequence of documents, the

first being Aerospace Price Indices, by H.G. Campbell (RAND #

R-568-PR, 12/70). Essentially, the RAND document established

a basis for the construction of general indices, identified items
of special interest and concern, and indicated that no substitute
exists for thorough analysis of the specific items being
characterized by an historical index. Several indices, designed
specifically for rotary wing aircraft, have been developed for
the adjustment of procurement cost since that time by the United
States Army Aviation Systems Command, and this function has

been carried over to the Components and Operational Studies
Branch, Cost Analysis Division, Office of the Comptroller,
USATSARCOM.

The current indices are based on research done in the period
1972 to date. In July 1973, the Office of the Comptroller, Cost
Analys.s Division, made a study of materials used in the Army
helicopter systems then, or most recently, in production. Cost
Information Reports were assembled, and contractors were asked ﬂ
to supply lists of materials for both airframe and engine, on the
basis of contribution to weight. Contractor technical and en-
gineering personnel provided assistance with data interpretation
and definitions for items whose composition was unclear

from engineering documents and Detailed Weight Statements.




The following aircraft were selected:

UH-1H OH-6A AH-1G
CH-47C OH-58A CH-54B

This selection of aircraft is deemed typical for several
reasons. First, the six helicopter systems listed above make
up the majority of the U.S. Army Air Order of Battle listed in
Section III. Second, a number of these aircraft had been produced
on 2 long term, continuing basis in previous versions. And,
third, and most important, they are among the systems most likely
to be used in developing Cost Estimating Relationships for new
systems by use of parametric techniques.

The September 1973 Historical Inflation Cost Research Report,
cited in the references, was the first report to make full use of
this information. It was updated by the Auqust 1974 Cost Research
Report, and then by a series of expanded analyses under current

title, Historical Inflation Program, since that time. A list of

the assumptions and changes in methodology over the period
referenced are included in the body of the Technical Section.

B. Construction of Indices - Methodology.

The indices are developed by a stepwise, building process,
which computes the contributions to cost on a weighted value-
added basis.

1. First, the contribution to cost of small parts and other
purchased equipment is calculated.

2. Next, the cost contribution of purchased parts is combined

with that of raw materials to get the cost of purchased materials.




e

3. Purchasecd material cost is then combined with contractor
~anczr ccst te compute the index for products such as engine or
axrirame.

4. The indices for engine, airframe, and avionics cre
comb.ned to get an overall index for aggregate aircraft.

C. Indexing Tecinique.

Tre procedure used is "Cost-Weighting". The xnformation
octained from 1973 research on "helicopter materials" established
Lercsntages pased on weight. Because the indices used to Lrack
raterlai costs are based on monetary considerations f{e.c.,
2rocducer Price Incex; Wages, by Standard Industrizl Code), per-
centages by weight had to be transformed into percentage con-
trizsutions to cost, if PPI and SIC inflation factors were to be
ap~..2C directly. Based on the premise of profit meximizaticr,
sontractors shoula tend tc minimize the use of expensive materaals
wZ.elt TC maLintalnling acceptable performance standards; essen-
Tia.ly, materials with a high cost per unit weight rat:ion woulid
e Lzel sparingly. AL usting a nercerntage sacsed on welght using
- LOL@TATY iflen wouLd NOT OLLlY result in an inproper index
lLlIiaily, Dat aZsd one wWita Giraanisniang reliapility. The lLatter
Zias -& wvoided by caiculating tne contributiln to CoOst, instead
irely the contributlion to weight.

ating Jaccors. Alithough the imodelr 1s developed by an

=roIlVE, Stapwlise 2rocess, tne revised welghting factors in
lhe Cadie (at tine end of Appendix B) implicitly incliude ail

sa.zw.ations. The index, as stated, is merely tne direct sum of




ine zrcolucts of the weights and their corresponding material

niex vaives, The development of weighting factors is ililustrated

-. tLe Tecanical Section.

- 2=_.+. 7The Gata used appear in two different forms. Yearly

- la z2Te presented oy Calendar Year 1947 to date, and monthly

feze Zox L58T to Cate. Tne yeariy Gata, pre 1858, are condensed
‘Tl taree colanns; the data for 1958 and iater are presented in

~l -3 coLunn format - 14 coiumns for mater:.al inputs, and 4 for

_ascrs. 32ecanning with report 76-1B, all columns of the data set

rove pean LCentiried by PPI and SIC code, as well as a verktal

Zescrsiprion in tne column heading. PLEASE NOTE: The data, thear

sLarasterization, and any redefinition, by the Bureau of Labor

ztT.Il3ctils over the years, are tracked in line diagram C-2.

.. T =.idity andéd Firmness of Data. ;
Tae Producer Price Index anG Wage Data was supplied by the ;
cwliai ity Regronal Cffice of the 3Bureau c¢i Labor Statistics, :

o Ze&nariment of Lakbor., The data comes in three types of

loi-sned fTorm: {1 a cumtliative aistory covering all re_evant 1
a=T Vears on a sonth.y dasis. 2, A yearly ed.zion (such as é

Jac2 and Price Index anrnuel Supp.ement) which i.sts tiae previous

.

< XonTLs, and (3, monthlLy puklications which l1ist the most 1

. -rzen: month and severai other months for comparison.

oz data to e Lim" it nwust be at least 18 months olé, in

[}

Loss Cazes, pecause it 1o Sencrmarxed an .djusted after the fact.
Jor o example, &mail. samplies are taxkern tnrougnout the year; nowever, ;

che berinmaesx Loch;, a xTuch nmore comprehensive

H
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samp.e 15 taken. Due to its significantly larger sample size,
tne oenchmark month's sample is felt to be more representative
woan those of otner individual months, and if the benchmark
Loverces Irom tne pattern, the other months are adjusted sropor-
Tisnazely to conform to its base as benchmark.

e data in the cumulative history "type" puklicatiocn is felt

rm or "final". Basically, such publications provide

(v
Fh

o

T o
snroroaogical listing of all firm data available for the past
n.story of those indices. However, the data in such publications
is usually 18 to 24 months behind the current period. The cdata

Zor each month listed in the Annual Supplements is not necessarily

ti

Zirm because benchmarks occur during the Calendar Year, and at
&diZferent times for different series. Adjustments may not have
oeen made before the Annual Supplements are published. The

mononly pudlications, winlch contain information onn the most current
werlods, are even nore tentative. In gerera., the Frocucer Price
Inisk DJata are ifirm pefore Wace Indices for the corresponding
rooth, propaply due te tae fact that it is easier to deline and

neasure price cnanges for commodities than Zor human skills.

~. 'The Wage Data for the period CY 1971-CY 1973 changed,
_n Lany caseg, during FY 75-FY 76. The wage-price freeze
LlcaLaOwed certaln sa.ary and wage increases, ut a number of these
wele awarded oo a retrcactive pas.s based con legal lecisions

rs after thne Zact. Because such payments

SISl =G LO0.T3 chrectly attributallie to labor services during the

€
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period, these payments had to be incorporated in the indices to
provide an accurate measure of labor earnings.*

2. With the September 1978 issue of Employment and Earnings,

the reporting categories for a number of types of production
labor were changed. In effect, the 1967 Standard Industrial
Ciassification Code has been supplanted by the 1972 SIC Code.

The Changes are as foliows:

SIC Zode & Mitle -to- SIC Code & Title

3674,9 Electronic 367X Electronic Com-
Devices & ponents and Access-
Components ories

3722 Aircraft Engines 3724 Aircraft Engines
and Engine Parts and Engine Parts

3722,9 Aircraft Parts 3728 Aircraft Equipment

and Equipment

Trie recliassification had littie or no impact on this study
Z.& TO tne essential similarities, by definition, of the oid and

Lew Lapor categcries.

49
(e}
ot
[{]
v

t

i1al discrepanc.es in the data set were elirminateé by

conparing data elements with the most recent data on microfiche
Zor the L4 meterial anéd 4 labor categories used in the report.

£21 Cata were verifiied to be the latest and most accurate

avasiasie, on 20 January 19789.

*See ELS Bulletii. No. 1312-10, Emplioyment and Earnings 1909-75

£Oor a 3ecailed explanation (esp. p. 769).
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ZLa2nge in Content from the Previous Reports.

A& priatout cf the computer program used for the Historicai
Zzilacion Program is not inciuded in this report, for two reasons.
- .-1 2t was fourd that a list of structural ecuations woulid
ceccer serve the purpose of elucidating the model. At the same
t.re, with tae reduced form equations and clearly identifiable
L&t s&ts, any index figure can be checked by direct calculation

-

3ee Azpeni.. £, page B-4). Second, direct duplication of the

Seécx Zrom the original is more accurate ané efficient than
tegzuncaing copies from the program source listings, should such
an eéxternal need ever develop.

A sensitivity analysis, wnich displays the effects resulting
irox a change in the relative weights of labor and material in
che distorical Index, has beern included in this revision. The
Sercentage contribution to cost attributable to labor and materials
vaéries among aircraft systems, and the vaiues used in this report-=-

.272 !materials; anc .622 (labor)--are an average for the six

systems relerenced. The sensitivity analysis vields a measure of the
extent to which the index for a single aircraft system wouid vary,

LZ toac system is kuilt with arn aggregate labor/material mix which
Ziffers from the six system average. The accuracy of the re-
weigrnted index, however, also requires that the other assumptions

e weil satisfied, i.e., the 14 material and 4 lacor indices are
typical of the system being reviewed. Because such weighting is

a ccacern in developing estimates in inflated dollars, the effect

oI such “weighting changes" should be of significant interest to

ran.’ readers.




DATA CONCERNING:

' Tr.e Material Content of U.S. Army Helicopter Systems
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Air Order of Battle

United States Army - Quantities and Types Of Aircraft

ROTARY WING AIRCRAFT

Systen Popular
o8s.gnation Name

A=-2 "COBRA"

TH-4 “HUEY"

CH-6 "CAYUSE"
OH-35 "KIOWA"

JE-a7 " CHINCOK"
Ca=Se “SKYCRANE"
SH-30a “BLACK HAWK"
AL-CGA "ADV. ATTACK"

Approx No. of Percent
Znpty Wt. Aircraft of Fleet
5,800 1lbs. 800 20.2%
5,100 1lbs. 4,200 53.2%
1,20C 1bs. 450 5.7%
+,750 1bs. 1,900 24.1%
19,500 1lbs 430 5.3%
19,800 1lbs. 75 +.0%
10,500 1lbs 29 .3%
10,400 lbs G 0%
7,884  100.0%

5curces: M 20.-25 (UNCIASSIFIED).

World Combat Aircraft Directory

Doubleday and Co.,
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Materia.
of Army Helicopters
(Dated July 1v70°
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TABLE 3
SUMVMARY OF AIRFRA.IE AND EXNGINE CIR DATA*
(1) (2)
Airirame Zrgine
—aals 62.08% 4C.65%

e el LEL 37.32% 59..5%
Tlmal Jo=tT 200.50% 100.50%
Agw Mataerial 41.88% 70.58%
“.72. . & Lguipment 56.12% 2C.42%
100.00% 100.00%

\~, Airframe factors were Obtained rfrom a sanmple of 15 CIR

se2orts representing the AH-i, CH-47, CH-34, Oz-9, and OH-5&

a.rcraft systems.
Zngine factors were obtained from a sample of 14 CIR

representing 11 different turbine engine configurations
General Electric,

wred from Lycoming, Allison, and Pratt & Wnitney.

*as adjusted by Labor and Material price movements.

*% Pron ZISTOXRICAL INFLATION INDICES FOR_ARMY AIRCRAFT
U.S. army Aviation Systems Command, St. Louis, 1974,
. Li.

14




TECHNICATL SECTION




. ANALUSIS: {TECHENICAL SECTION).

A, CZaronoliogy. Previous efforts related to the development of
cw.leaToa 1lnaices include Aerospace Price Indexes by d.G. Campbell,
~=NZ Corporation, December 1570 {(Reference 1, arnd two Cost Research

Aescros:  Eistorical Inflation Indices for Army Aircrafc, Cost

&nalyszs Division, Office of the Ccmptroller, US Army Aviation
Zysters Command, September 1973 (Reference 4), and Eistorical

irflacicn Indices for Army Aircraft, Cost Analysis Division,

Cifice of tne Comptrecller, US Army Aviation Systems Commang,
~ugust .974 (Reference 3}.

-. Characteristics of the RANU Report.

a. Specific Producer Prices and Price Indexes (Reference 8)

arnd vo.oymert and Earnings (Reference 2) data nave been selected

as sroxy series for similar commodity and labor categories

xperienced in the procurement of army aircraft. Aircraft inflation

o

-adices are constructed from a weighted average of these proxy

erzez. Tne weighting factcrs for tlhis average are derived from

L7

eéstimates of the relative contribution to the total aircraft

cost made by each component {commodity or industry iabor group)

cernorasing the index. The index 1s thus a "cost~weighted" series.
5. A 2% percent compounded annual rate for growth of

oversieac ratios is assumed. ?
. XNo aldustment is made for productivity increases.
d. 1Indices are developed on a Calendar Year basis.

-. «Caeractezristcics ol the Septemper 1973 Cost Researcih Repcrct.




a. As with the RAND Report, aircraft inflation indices )

nave ceen constructed from a weighted average of Producer Prices

xn€ Price InGexes and Employment ancd Earnings data selected as

oroxy series for their similarity to thcese commodities and labor

0

ateguries experienced ir. the procurement of Army aircraft.
Weighting factors are proportional to the relative physical
weights cr masses, rather than the relative costs (as in the
XAN. Report), c¢if commodities comprising the "composite mater.al"
portion of the index. Thus, the "composite material™ portion of
che -ndex -srresents a "weight-weighted" series.
. Like the RAND Report, a 2% percent annual growth in the
overnead ratio is assumed.
&. No adjustment is made for productivity increases.
~. 1Indices are developed on a Calendar Year basis.
e. rfor yvears for which certain specified Producer Price
Lndexes were unavailable, data has been projected from adiacent !
/E€aTS.

-

3. (C.aracteristics ¢f the August 197« Researcni Report.

a. As before, Producer Prices and Price Indexes and
Jurioiment and Earnings data have beern selected as proxy series
LGe»e 3l4iiar to those commodities and labor categories experienced
.~ tae procurement of Army aircraft. The indices have been
c.nzcwrsucted from a weighted average of taese proxy series
wtaalz.ng the weighting factors used in the September 1973 Cost
xesearch Report. The "composite material” portion of the index

resresents a "weight-~weighted" series.

27




. Unlike RAND and the September 1973 Ccst Research Report,

1 20 adsustment for overhead growth is assumed.

c. No adjustment for productivity increases is assumed.

i &. Indices have bpeesn extended to FY 1274 by assuming that data ;

th

O
8]

the September 1973 Cost Research Report represented December

{
[
(D

hence the Ffisca. Year midpoint, ratner than the annual average,
¢f each calendar year.

<. or yvears for which certain specified Producer Price

O .

Incexes were unavailable, data has been projected from adjacent

5. Zaze Sources., Data sources for this report are Producer Prices

arnd Price Indexes (reference 8) and Emplcyment and Earnings

(refererce 2). To insure that the latest revisions were incor-

fcrated into the data base, data was obtained from the Bureau

of Labcr Statistics Information Center, and Annual Supplements to

cne 2roducer Prices and Price Indexes. For Zmuloymernt and
2 b

¢, cata for any given month was obtained from the latest

avallaibie source. Data used in tils report are giszg.ayed in

C. Metncdoliogy.

~. Cowverhead and Productivity Ac-ustrments. On the kbasis cf data X

covzaring i ten year period, *the RAND Repcrt concluded that there

ecular gSrowth trend of 2% percent per year in the

i
i
W

-3

Lo.Lacticn overaead rate. The report aiso conciudes that there

..a: Leen lilttle, :2f any, inprovement in productivity to counteract

Tae oo3erveld trend .n overhead growth., This conclusion appears to

e




e wmwarranted, particularly in light of productivity gains
reccrded {(as measured by Industrial Production Indices) for
similar sectors of industry. Thus, in order not tc unduly
Zias the results of the analysis, this report makes no
eGjustment for either overheaa growth or improvements ir.
sroductivity.

~

2. Revision of Weighting Pactors. From a number of Cost

IrZorxation Reports, the following weighting factors were
leveloped ana rencrted in the Septemper 1973 Cost Research

Rezort. For the Airframe:
37:) Raw Material + (.€22; Labor 3723,9 (3728)
urchased Equipment

L.
=

{.582, Purchased Equipment + {.418) Raw Material
= Total Material

{.378) Total Material + (.622) Labor 3721 = Total Airframe
For tne Engine:

$%) Raw Material + (.401) Labor 3723,9

g 7
Purchased Equipment

w
N
(¢ ]

’
A

55) Purchased Equipment + {.705) Raw Material
ctal Materiail

[ )

L2835} Total Matersal + (.401% Lapor 3722 {37243
= 92ctal Engines

~0C o Avicnics:

.21z, Material + (.685) Labor 3674,9 (367x) = Total Avionics

I woe Zrevicusliy pukblished incdices, the weichting factors used

ts wevelop the material portion ¢cf the indices were made

proporL.onal to the
conzcarties used in

Seterial port.ion ci

rezative physical weights ¢f the various
the construction ¢ the aircraft. The
these indices thus represent a "weight-

)




it - S -

B T

e oY .
- e b

series. In order to be consistent witn the intenced
<. an inflation index, tre methodciocy i1n this progran
ing factors proportional tC the nuericaa
oLcarneld from muitiplying the relative .Lysical
weights Ly the approzrirate base year COsT perf ZOWLC.
index giv.ng more weight to such
counotities as taitanzum. Unfortunately, rcwever,

~ouna data are not published in Prcducer Prices and

exez for each of trne commodities used 1n constructirng

Lo czLila

- - - e
P T A -

- AAassss A

Zo. The 2

es. To overcome tnis Gifficulity, the per peound grice

TeQ from the avai.able data oZ the most closelv

cxocdities. Do minimize the effect from related ;
&= which nave relatively little eccnomic impact, each 1
sound estimate nas Ddeen developed from a weighted

£ available data utilizing the Bureau of Labcr

T a-
187

(8]

revised relative weights publiished in the
al Suppliement to Producer (Formerly wno.esa.e) Prices

irdexes. The available data then const.tutes a weighted
om which a surrogate price per zpound 1s computed

roducer Price series 1n question. See Agpendix A

Computations for thne Derivaticrn of trnese Revised

Factors, aioOny witnh their associated cost contr.pution

. PR Ym
PUPIR PR D 4

he peli0

. Calendar Year .567 has peern takes as the base of these
ccausSe this year regresents the aporoxaimate midpoint of

& (195€-1578, for which the data supports the develop=-

v




Zel . oI zacn oI tae iandices, including tnose wnich acccunt for
“\ViZnics. Sw.rthermore, 1967 conforms to the base used by the
Z.leds o Lakor Statistics Ior Producer Price Indexes.

2. Appendlx 3 corntains the current Producer Price Incex
ser_z3, Zarnings series, and the associated weighting factors
Zrxed o the conscruction of the indices pubiished in this report.
--~>¢e zome ¢f :Lese series have been .. existerce for cniy a
eloeel Iline, Othaer cLese.y reliatel series have Deen substituted
L oui eppropriate mathematical adjustments to insure continuity of
Tie¢ —ndices. This technigue is cornsiderel preferable tc the
~_lzaeszls i Gata DY projection Ifrom adsjacent years. Appencix
L aesiCts the hiscorical flow and identiiies tre effective dates
¢l sSeries conversions, for tne 2roducer Price Index and Earrnings
iata useld i the development of the indices published in this report.

¢. The term "aggregate" has been selected to indicate
nilacLorn indices appliicasle to the ccenpbined Airframe and Engire
secate Air Venicie Excluding Avionics) and t¢e the ccermbined

smizisaie,. Sagine, ant AViOonics (Agcreccte Alr Vehicle Inciuding

To=20-_0 weigat.ns cee Reference 6; of the

3

felITLLE . LAgine anG Avionics Iadlces IesTectively.

sy Jefate LaLices are sntended for tne adjustment of nastorical
2221 aita £or woich the distribution OF cests for the Airframe,
loiias, &nd Avicnics componeants is unavailakle.

4. & new sect.on ceplcting the raw material portion of




trne inf.ation indaices 1s published as Appendix I. It is intended

for azplications requiring greater accuracy. Appropriate labor
~.niices can be obstained from the Bureau of Labor Statistics :

Employment and Earnings series (Reference 2) as follows:

1967 1972
Labor Category SIC Code SIC Code Industry
Axxirame Contractor 3721 3721 Aircraft
Liriraze Subcontractor 37223,9% 3728 Otrer aircraft
part & eguipment
oo _ne Contractor 3722 3724 Aircraft encines
& engine parts
2acine Subcontractor 3723,9 3728 Cther aircraft
parts & equipment
~ViOnics 3674,5 367% Other eliectronic
components
Agcregate Air Vehicle 372 372 Aircraft and
Zxcluiing Avionics parts

€. 7“he nasic Computaticnal Methodology is as follows

s

"~} For Components: Airframe, zZng.ne, ancé Avionics,

{a; Calendar Yezr indices are computed using sum of weighted
cal.erndar vear labor and material indices.

o, Tfiscal Year indices are computed in a L&anner Similar
tc Calendar Year, buc the yearly fiscal averages are generated
£ron tne montnly cata.

c. Quarterly Indices are computed by averaging tnree months
data Zrom the monthliy cdata set.

(&; wsonthly indices are computed by direct calculation using
TonTLlY data. It is a weighted average c¢f monthly figures

consated using the same metnodology as in computing the Calendar

22




. e

Year indices.

Por additional information, see Apperdix B.

]

b.

5=3.

(e7)
2

—~
.
3

sircrafrt System Cost

Reduced form

(o2 4+ .7)
Led * o 7)

7ne inflation indices for "Aggregate Venhicle" ard
Aggregate Vehicle without Avionics" are produced by

combining the three separate indices:

comconent Relative Weigat
Airframe Index 70%
Zngine Index 2C%
Avionics Index i0%
Aggregate Vehicle 100%

Relative Weight

Component w/o0 Avionics
Airframe Index 78%
Engine Index 22%
Aggregate Vehicle 100%

without Avionics

.78
.22

equations are displayed in Appendix B, page



-~
R

V. DESCRIPTION OF COMPUTER PROGRAM AND ASSOCIATED APPENDICES.

The Historical Inflation Program is a computer program used to
generate historical inflation indices for Army aircraft and their
=ajor subsystems. Appendices D and G contain the annual data
usei by the program, while the monthly data, commencing July 1967,
are in Appendices E and H. Producer Price Index and Earnings
data in these Appendices have been arrayed into columns with

the same numerical code sequence used in Appendix B. Historical
inflation indices and factors are published in Appendix F.

Fiscal Year, quarterly, and monthly indices have been developed
fronm the appropriate menthly data. A section containing the

raw meterial portion only cf these indices is publisheé as
Appendix I. The labor portion of these indices may be obtairned
by applying the methodology described ir paragraph III.C.3 d,

tc the data contained in Appencdices D and E.




Vo, SEANSITIVITY ANALYSIS

Many considerations are important when constructing Historical
Zndices for tracking purposes. These certainly include the
Solicwaings

&. 7Tre nature of the items chosen to comprise tae index.

(1, How typical or representative the items are.

(2) How closely the proxy items approximate the actual items,
if indices for the actual items are not obtainable.

{3} Tae number of items used, and the detail in the anaiysis
wnich produced the indices.

b. The determination of the percent contribution to cost -
*Cost Drivers".

c. The weighting factors employed in the overall analysis.

A gifficult problem confronting cost analysts, who must
determine the validity of an historical index for tracking purposes,
relates to aggregate labor/material weighting factors. 1In

racking major weapons systems, the ratio is often stated as

gl

sav 42/65 - that is 40 percent material and 60 percent labor -

(9]
[
18]
[ 4]
9]

ontributions to cost. Because it is difficuit Ior
s&-/8ts tO determine the "correct" aggregate mix of labor and
saater.a., oceing external to the project, the aggregate split is

certainlily of 1interest.

25




Tne value for any index depends on three factors:

a. The number of factors employed, and the quality and depth
of the analysis.
. The values for each component of cost used in the
construction of the index.

c. The weights, or levels of importance, given to the

factors, incdividually and collectively.

The oObjective of this sensitivity analysis is to shed some
iignt on the way in which the aggregate labor/material split
affects the index, which has been a controversial issue for some
~ime. Using a set of recursive linear equations, tne effect on

-ne nistoricai inflation index, for airframe resulting from

varying the aggregate weighting scheme was calculated, in both raw
ancé percentage terms. The calculations were mace using a wWang

system 2230 minicomputer, and a sample praintout foilows. The 7
resuits provide evidence that the kxey to a successiul index resides

in item (is, the number of factors emp.cvyed, and the cuaiity and

Z2ta2. oo the analysis used in preparing the index. Because wages

are oiten tied to the Producer Price Index, or other price indices,
in ianor agreements, it 1s not surprising that aggregate weighting
osercentages Zor labor and material might not be an extremely

sens.tive issue. However, the calcalations provide strong support




for the position that tne idertification of cost components and

the depth and quality of detail in an analysis are of paramount
smportance, when developing an index to be used in controlling

the cost of a major weapon system.
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APPENDIX A ;
CoMPUTATIONS FOR THE DERIVATION
UF ReViSED WEIGHTING FACTORS
FOR THE HISTORICAL INFLATION PROGRAM
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APPENDIX B
'HOLESALE PRICE INDEXES AND CARNINGS SERIES
Usep In
HisTorRICAL INFLATION PROGRAM
WitH Revisep WEIGHTING FACTORS
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APPENDIX G

AnNuAL DaTA ForR THE HisTORICAL INFLATION ProGRaM - -
Raw MATERIAL PorTION ONLY
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APPENDIX H

MONTHLY DATA FOR THE HISTORICAL INFLATION PROGRAM - -
Raw MATERIAL PorTION ONLY
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